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A discussion about the relationship between government and market have been 
triggered by the financial crisis happened recently. The prevailing view was that the 
overdue financial liberalization and weak government regulation are the most 
important reasons for the crisis. Under the circumstance of tough international 
financial world, how to evaluate the financial system reform that which have been last 
30 years in China, whether the ongoing financial liberalization reform in China 
support economic growth, which way should we lead the financial liberalization 
become a common problem for the government and intellectuals. 
This article studies the relationship between financial reform and economic 
development in China under the perspective of government financial control. In this 
new perspective, the financial liberalization under government control may not make 
to where it planned to, actually, based on the research of this article, there will be 
“allocation of financial resources dilemma” and “marketization dilemma” when 
government try to implement financial liberalization and financial control in the same 
time. Financial liberalization may not support economic growth as to the popular view. 
In order to verify the hypothesis, the author firstly set up the database of China’s 
financial during 1978 to 2007, and the index to measure the development of financial 
liberalization in China, which include financial institutions liberalization index, 
financial market liberalization index and financial openness index. Secondly, this 
article empirically tests the relationship of three aspects with economic growth 
respectively by co-integration test and Granger tests based on VECM (Vector Error 
Correction Model). 
The result show that financial institutions liberalization, financial market 
liberalization and financial openness which measure financial liberalization do not 
cause economic growth, instead, economic growth cause financial liberalization. This 
result supports the hypothesis we made before. 
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